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Compared with other economies in East Asia, the Philippines' economic growth record has been disappointing. While the region's middle and high income economies experienced at least two per cent average growth of real per capital Gross Domestic Product (GDP) during the past 50 years, the Philippines recorded only a 1.9 per cent average ( Table 1) . As a result, the Philippines was not even described as a "high-performing economy" by the World Bank in its 1993 study of the East Asian Miracle while Thailand, Malaysia and Indonesia were included in this select group. Mainstream economists attribute this situation largely to economic protectionism and the importsubstitution policy that were followed after World War II up to the 1970s. Protection of selected sectors led to the misallocation of the country's resources, i.e. sectors in which the Philippines did not have a comparative advantage benefited from this policy stance. Moreover, the lack of competition removed the incentive of protected firms to become innovative and adopt modern technology. This resulted in monopolistic firms producing poor quality goods and services at relatively high cost, the burden of which was passed on to the Filipino consumer.
In response to this analysis, the Philippines-like many other developing countries-adopted the "openness model". This reform package began modestly in the early 1970s and was interrupted by the debt crisis in 1983-85. The reform program, however, was accelerated in the late 1980s
and has been the government mantra since. The general thrust of the reforms was closer global economic integration underpinned by liberalization, deregulation and privatization. At the same time-similar again to other developing countries-the Philippines adopted measures to strengthen the supply capacity of its economy with a view to building competitive industries 3 which would be the main beneficiaries of increased access to world markets. More attention was given to macroeconomic stability and exchange rate movements; appropriate sequencing of liberalization of the trade, financial and capital-account regimes, supported by prudential regulation and financial sector reform; strengthening domestic institutional capacity; and attracting foreign direct investment (UNCTAD 2004) .
The ASEAN Economic Community is a direct offshoot of the "openness model". The AEC is a realization of economic integration which aims to establish ASEAN as a single market and production base by 2015, and make it a region of high competitiveness, equitable economic development, fully integrated into the global economy (ASEAN 2008) . These elements are incorporated in a Blueprint-signed at the 13th ASEAN Summit in 2007-that ensures consistency and coherence of actions, and implementation and proper coordination among stakeholders.
Unfortunately, the "openness model" did not generate the desired results and the Philippines has continued to lag behind its neighbors. As seen from Table 1 , per capita GDP growth in [2001] [2002] [2003] [2004] [2005] [2006] was still below the peak reached in 1951-1960 and was also lower than that of other East Asian economies. Moreover, the "openness model" did not generate the structural transformation that it was supposed to. Data in Table 2 shows that the GDP share of valued added from the manufacturing sector declined between 1980 and 2008. This stands in contrast to the experience of Thailand, Malaysia and Indonesia.
The Philippines is therefore in a relatively unique position wherein a whole range of policies were implemented without much success. A critical factor is the nature of the private sector in the Philippines which is characterized as an oligarchy (De Dios and Hutchcroft 2003) . Hence, even if wide-ranging reforms have been implemented, the response from the private sector has been mixed. This is reflected primarily in an investment-GDP ratio that is lower than that of other countries in the region and has fallen consistently from 2000 to the 2009 (Table 3) Source: UN Statistics Division. [http://unstats.un.org/unsd/snaama/dnltransfer.asp?fID=16 ; accessed, 23 Nov 2009] This paper seeks to explain the reasons for the relatively weak private sector response to the opportunities provided by greater openness. Some factors are structural, pertaining largely to supply-side constraints like poor infrastructure. Some of these factors, as mentioned earlier, are 5 historical; and some are related to information availability and to technical capacity. A critical issue is whether the AEC will be able to help address some of the problems that have constrained private-sector response to the opportunities provided by greater openness.
Private Sector Involvement in the ASEAN Economic Community
The private sector is the driver of economic growth in most ASEAN member countries. The ASEAN business community, primarily through its investments, promotes economic growth thereby supplying revenue to the economy, creating jobs, and bringing in technology and innovation. Government's main role is to provide a conducive business environment to encourage investment.
The same roles are played out in the process of global and regional economic integration. The member states implement measures to provide a good investment climate, which includes elimination of behind-the-border, at-the-border, and across-the-border constraints to business;
and to ensure a more liberalized regional market. The progress of the integration process initially comes from the cooperation between governments and to a lesser extent the private sector. Later on, the business community provides recommendations and direction for policy making.
Collaboration with the government also involves helping develop infrastructure, where private sector support is much needed. This would indicate an increasingly significant role for the private sector in the process of economic integration. For ASEAN economic integration to progress, public and private sector consultations should continue and the operation of businesses should incorporate the private sector's commitment to support economic integration in the ASEAN region.
Commitments Under the AEC
One of the areas of cooperation is enhancing private sector involvement for the building of the AEC. In the AEC Blueprint, participation of the private sector is identified in certain elements of the AEC: • Under the Priority integration sectors: The priority sectors are expected to be the catalyst for ASEAN economic integration and where resources will be initially focused. The task involves identification of sector-specific projects or initiatives, which would result from regular dialogue or consultation with stakeholders, the private sector in particular.
• Under Food, agriculture and forestry: To enhance intra-and extra-ASEAN trade and long term competitiveness in these products, ASEAN encourages cooperation, joint approaches, collaborative research and technology transfer among ASEAN member countries, organizations and the private sector. Specifically, the recommendation is to use strategic alliances and joint approaches with the private sector to promote food safety, investment and joint-ventures, as well as promote agricultural products and market access.
• Under Infrastructure development: The private sector is one resource to tap in energy and in mining cooperation. One plan of action is to increasingly involve the private sector in the ASEAN Power Grid (APG) and the Trans-ASEAN Gas Pipeline (TAGP) projects which aim at optimizing and securing the region's energy source. The private sector will find investment opportunities in these projects in terms of financing and technology 7 transfer. Likewise in mining, the private sector is encouraged to participate in mineral development. As greater investment is needed in developing regional infrastructure, ASEAN encourages the private sector, as well as international organizations, to increase involvement in financing regional infrastructure projects such as the APG, TAGP and ASEAN Highway Network.
• On Implementation: Successful implementation of the programs and measures in the integration process include partnership arrangements with the private sector, i.e. business community and industry associations, at both national and regional levels, and effectively, the participation of all stakeholders.
Organized Private Sector Support in ASEAN
Economic leaders have acknowledged the important role of the business sector in formulating policies and actions in the process of integration. They get the views and recommendations of the private sector through the business advisory councils. The ASEAN business community is a part of two business advisory councils: the APEC Business Advisory Council (ABAC) and the ASEAN Business Advisory Council (ASEAN-BAC).
ABAC is the private sector arm of the APEC, wherein ASEAN is a member. It is composed of top business and industry leaders convened by the APEC leaders. ABAC advises APEC leaders, through its reports and dialogue with both government and private sector, on ways to improve the business and investment environment and to make sure that the whole region reaps the benefits of globalization.
ABAC reports contain sentiments and proposals of the business community with respect to measures to liberalize trade and eliminate investment barriers. From discussions with the business community, ABAC has put together in its reports, recommendations to APEC leaders in different areas such as: investment promotion; facilitation of the movement of goods, labor and investment; deepening and strengthening capital markets; facilitation of trade agreements ABAC has also acknowledged the significant contribution of the small and medium enterprises (SMEs), especially in job creation. For that reason, ABAC has been continuously in full support and advocacy for enhancing SME and micro-enterprise development in the APEC. The cooperation between officials and business advisory councils (ABAC and ASEAN-BAC)
has produced initiatives and actions toward deeper regional integration. Therefore, continuous close interaction between governments and the business community is important in strengthening regional economic integration. In essence, the private sector and the government are involved in a symbiotic relationship. The business community (represented by business advisory councils, sectoral and working groups) provides guidance and direction to the government (represented by the country leaders, ministers, senior officials, committee on trade and investment and others);
and conversely, the government acts on the recommendations and implements them for a better environment and more liberalized market for business. With improved conditions for business, the private sector can be expected to invest, compete, and innovate; and thereby contribute to efficiency and, subsequently, growth in the community.
The European Union experience 1
The European Union (EU) is one example of economic integration that demonstrates a Single
Market that has established a borderless community with goods, services, people and capital being able to move freely and has brought marked increases in intra-trade in goods and services.
The EU progressed from a common market to a single market to a monetary union. EU has 27 member states, 16 of them using the euro as currency.
EU's move toward a single market was warmly welcomed and strongly supported by the business community. This is considered as one factor that induced both economic and political integration in the EU. Jorgensen (1999) On the contrary, the European business community did not seek protection from the state (union). The European market is big in itself, but eventually a closed and protected system for Europe would have resulted in missed opportunities in a bigger and dynamic global market.
Moreover, a Fortress Europe would have meant lower growth and higher unemployment in the long run.
It was not without consequence to business when the integration of the European market proceeded. For instance, when the national standards and classification system that previously protected the inefficient industries were harmonized, the inefficient firms were wiped out by competition from foreign firms. But with an enlarged market of opportunities, the firms that survived and new firms that entered overshadowed the losses from the structural reforms.
The private sector bore the brunt of restructuring, but it recognized the necessity and has in fact become a part of the decision-making process. There were close consultations between the European Institutions and the business community that brought in the initiatives and innovations in the process of European integration. In the discussions, each party is given autonomy and 'no bargaining' or conditional agreements take place (e.g. approve more liberalized markets in exchange for a relaxed competition policy). The roles are quite clear: the business sector places its efforts and participation in the decision making process into focusing on how to increase market liberalization; while, the European Commission takes in ideas from the business community and uses them in formulating action plans. Several consultative committees have been set up to tackle various issues, as well as to ensure that information flows smoothly and stakeholders decide on issues with much deliberation.
In dialogues, the business or industry associations play an intermediary role between individual businesses and the government. On the one hand, business associations represent the interest of their members through which businesses can collectively influence the government. On the other hand, they can also be agents through which the government can influence business, for instance, in terms of disseminating information or building partnerships pertinent to business. With
European integration, business associations and government information exchange developed at the national level and carried on up to the European level (Bennett 1997) .
After 40 years of European integration, a new and growing role for the European business community has developed. The European institutions are increasingly dependent on the private sector initiatives with regard to market liberalization and safeguarding stakeholders (e.g. consumers). Businesses and trade unions are given more participation in social legislation, and
NGOs are also increasingly involved in decisions related to development projects in developing/less developed countries. For its part, the European and national institutions are playing a supervisory role, making sure that the decisions are carried out while keeping the concerned sectors and entities functioning in order and in vision of integration, and not to the detriment of outsiders.
Private Sector in ASEAN and the Philippines
The role of the private sector in ASEAN economic integration is clear-cut. The EU experience provides a useful template. Some existing processes-ABAC and ASEAN-BAC-emulate the EU example. This section discusses the extent to which private sector has lived up to its role.
Usage of FTAs gives a snapshot from the ASEAN perspective. A comprehensive study conducted by the Asian Development Bank assesses the capacity of the private sector in the Philippines. Another ADB study looks into the critical development constraints that limit private investment and entrepreneurship. The next section attempts to explain these outcomes.
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Private sector usage of FTAs
Free trade agreements (FTAs) appear as a fundamental step toward regional integration.
Arrangements in free trade agreements (FTAs) such as the elimination of tariff and other barriers are intended for the benefit of business to trade within the region with more ease and less risks and costs. By using these arrangements, the private sector demonstrates its involvement and commitment to the process of economic integration.
Data show relatively low usage of AFTA preferences in 1998-1999 (Figure 1) . Overall, less than 3 percent of intra-ASEAN trade used the AFTA preferential rates. It was found that most traders were inclined to paying the MFN applied rate, which meant avoiding the administrative cost and delay in availing CEPT rates, or taking advantage of duty drawback or duty-free programs in export processing zones and other investment incentive schemes. (Table 4 ).
In a survey of Japanese-affiliated firms operating in the ASEAN, Hiratsuka et. al. (2009) found that the level of usage of FTA in the Philippines, measured as the percentage of firms in the country using FTAs, is relatively low ( Nam, the Philippines posted low utilization rates compared to the rest of the ASEAN, in terms of both export and import operations. (Table 5) ; but this is considered low compared to that in NAFTA, considering that the rules of origin criterion in ASEAN is less restrictive than in NAFTA. These findings suggested that the administrative costs to using AFTA are high as a 15 result of complex and inefficient administrative procedures, which could particularly explain the low AFTA utilization rate in the Philippines. Findings further revealed high AFTA utilization rate in the transport sector, in the domestic firms, and in the large firms. Across sectors, users of AFTA were mostly from the transport sector (38.9 percent of firms), followed by food (18.6%) and electronics (11.8%). The high margin of preference (5-43%) in transport products and successful implementation of the ASEAN Industrial Cooperation (AICO) are believed to explain high AFTA utilization in the 16 transport sector. In the AICO scheme 2 , firms can receive special preferential rates of 0-5 percent.
The transport firms claimed that AFTA's preferential rates allowed them to import cheaper raw materials and components, hence reducing production costs.
Domestic firms were also found to have higher AFTA utilization than foreign firms, as it is presumed that the latter export to countries such as the EU and US where the Philippines has no outstanding FTA. Large firms were found to use AFTA preferential rates more than the smaller firms, since the former relatively gain more because they export more, they have export departments that handle documentation requirements for FTA compliance, or they are required to do so, e.g. for their production networks, as subsidiaries or suppliers of MNCs.
In addition, firms which use, have used or plan to use AFTA reported that FTAs have influenced or motivated them to change their business plans and strategies to adapt to FTAs. Firms consider increased market access as a major benefit of using FTAs. They have also attuned their business plans to the FTA market. Findings revealed that AFTA users and those who plan to use itparticularly for SMEs covered in the survey-have changed or plan to change their business plans in response to FTAs. As the SMEs have low AFTA utilization rate, the high rate of business response may reflect the SMEs' means to survive through new product development or intensified marketing.
Major reasons for low utilization or non-usage of AFTA are related to costs and delays associated with rules of origin compliance and AFTA's low margin of preference, which falls below 5 percent for most of ASEAN and overall margin of preference far-off the 5 percent threshold (Medalla and Balboa 2009) . However, some analysts also cite low awareness of the 2 The AICO scheme is an industrial cooperation program in the ASEAN that aims to promote joint activities between ASEAN-based manufacturing firms. A major incentive from this scheme is that AICO products can enjoy preferential tariff rates of 0-5 percent. Honda Cars Philippines, Toyota Motor Philippines, Philippine Auto Components, Inc. and Ford Motor Company have received special preferential rates of 0-5 percent from AICO arrangements (Wignaraja et. al. 2010). tariff scheme, which is now streamlined under the ASEAN Trade in Goods Agreement, as the primary reason for the low usage rate.
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AFTA's margins of preference on high trade-volume goods (e.g. computer/machinery and electrical equipment) are found to be too small (about 0-1.5 percent) to compensate for the administrative cost and delay of availing preferential tariffs (Baldwin 2007) . MFN tariffs on high trade-volume goods in ASEAN are very low (less than 2 percent). In the EU and NAFTA, if the MFN rate is low, exporting firms are inclined to pay the MFN rate even if administrative procedures or delay in complying with the rules of origin is of little cost to them.
In the Philippine study by Wignaraja et al. (2010) , low use of AFTA in the food sector was likewise attributed to small margins of preference; while in the electronics sector, low or zero MFN tariff rates and investment schemes available in export processing zones (e.g. duty-free importation and tax and non-tax incentives) or outside processing zones (e.g. tax holidays for customs manufacturing bonded warehouses) give little motivation to use AFTA preferential rates.
Moreover, the textile industry seemed to use FTA more unlike the electronics and precision machinery industries where general tariffs are already low (Hiratsuka et. al. 2009 ). This again illustrates that the margin between the MFN tariffs and the FTA preferential tariffs gives incentive for firms to utilize FTAs. A substantial reduction in FTA preferential tariffs may encourage non-participating firms or industries to start using FTAs in their business operations.
Assessment of Philippine Private Sector
A study conducted by the Asian Development Bank (2005) The ADB attributes this to the deteriorating investment climate in the Philippines. This is characterized by growing fiscal deficits, vested interests that appear to increasingly influence both legislative and judicial proceedings, and the weakness of the public sector in creating and enforcing freely competitive and/or regulated markets.
The private sector assessment was followed by another ADB study which revealed the following critical constraints to private investment and entrepreneurship: 4
• Tight fiscal situation;
• Inadequate infrastructure, particularly in electricity and transportation;
• Weak investor confidence due to governance concerns, in particular corruption and political instability; and • Inability to address market failures leading to a small and narrow industrial base.
Impact of the AEC
This section looks into the impact of the AEC in terms of addressing some of these fundamental constraints. For the most part, these factors will prevent the private sector from participating actively in the AEC and will limit the benefits to the Philippines. Hence, policy measures that will increase utilization of ASEAN agreements and other FTAs directly flow from the above list of critical constraints (e.g. measures to expand fiscal space and improve physical infrastructure).
The most promising development related to the AEC is the establishment of the National Single Window in the Philippines. This is related to trade facilitation. Planning and implementation of 
Understanding the Private Sector in the Philippines
Response of Philippine private sector to AEC
The view of the Philippine private sector about the AEC can be discerned from the following statement of the Philippine Chamber of Commerce and Industry about the full implementation of AFTA-CEPT by 2010: 5 "Given this, while supportive of efforts to deepen integration and further the liberalization of the country vis-à-vis the ASEAN region, the Philippine Chamber of Commerce and Industry, the recognized voice of Philippine business, recommends the deferment of the Philippines' accession to the full implementation of the AFTA-CEPT in 2010. We agree with the 5-year deferment proposed by Secretary Arthur Yap of the Department of Agriculture. We call for the retention of status quo for ALL sectors to give time to domestic manufacturing and agricultural industries to enhance their efficiency and competitiveness.
For the commodities which remain in the sensitive list but are to be lowered to the 0-5 percent tariff level by 2010 namely swine, poultry corn, sugar and rice, the last two considered most sensitive products, we agree with the position of the Fair Trade Alliance (FTA) and strongly recommend the highest trade flexibility to ensure food and livelihood security.
We strongly recommend the adoption of safeguard measures such as trade remedies, non-tariff barriers and effective anti-smuggling mechanisms to accompany liberalization efforts and to provide protection to domestic industries against the influx of imports and smuggling. This should be done on top of the implementation of a status quo for the reduction or total elimination of tariffs under the CEPT regime.
Underlying the industries' problem is the cost of doing business in the country; the cost of production in countries such as Thailand, Indonesia, Malaysia and Vietnam, is substantially lower than in the Philippines, hence the difficulty of competing with the prices of other major producers from the region."
The statement reflects the ambivalence of the private sector with regard to the openness model of development. While it is true that inadequate infrastructure is a major constraint, many sectors were also given time to adjust to greater competition. Thus, while part of the analysis makes it appear that the constraints are extraneous to the private sector and all that is required is for government to provide good governance and address supply side constraints, it would be useful to look into the "deeper" constraints to economic growth.
The Private Sector as part of the problem
An interesting issue would be whether institutional factors can partly explain the low investment rate (Table 3) . This was recently attempted by Bocchi (2008) The analysis of Bocchi dovetails with the finding of Felipe and Lanzona (2006) that even at the height of trade liberalization, the degree of monopolization of the economy was increasing. As evidence they point to an increasing trend in the price-markup ratio between 1980 and 2003.
These results corroborate what is well known about the Philippines, that is, the country is characterized by a lack of "culture of competition". Monopolies and cartels are accepted as a part of doing business, an attitude that can be readily explained by institutional factors. Consequently, what evolved in the Philippines was a semi-feudal economy dominated by elite factions. Instead of encouraging competitive behavior, a culture of 'rent-seeking' was engendered. The political and economic elite used state institutions as instruments of wealth accumulation. It was deemed that more money could be made by redistributing wealth through the political process than by actually creating wealth. This is the context in which the absence of a "culture of competition" can be explained. What has dominated is a national oligarchy (De Dios and Hutchcroft 2003) . In this system "there emerged a substantial homogeneity of interests on major issues of economic policy (including, of course, a commitment to prevent genuine land reform) beyond which it was far more advantageous for families to use their influence to gain particularistic favors than to seek generalized policy change favoring the interests of any given sector."
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Weak institutions and an oligarchic private sector are therefore two sides of the same coin. A gridlock has evolved wherein stronger institutions are required to loosen the grip of the oligarchs but at the same time the influence of oligarchs has to be reduced in order to strengthen institutions. Admittedly the openness model of development has yielded favorable outcomes in terms of less monopolistic power, more diversified economic activities, and a healthier policy debate. However, unless there are major political and social reforms, economic transformation will not be possible.
Future analysis of economic development constraints should consider a multi-disciplinary approach which can put more emphasis on the "deep parameters" affecting economic performance. For example, related to the institutional dimension, culture and values can partly explain the lack of social cohesion, spotty entrepreneurship, and general inability to establish a credible and selfless political leadership in the Philippines. A Weberian framework would certainly cite the inconsistency between religion and capitalist development in the Philippines.
Meanwhile, values such as ningas cogon 11 have definitely adversely affected economic growth.
However, even if this analysis was accurate, effective policy prescriptions would still be
